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INTRODUCTION


Pursuant to Rule 86.2 of the Commission’s Rules of Practice and Procedure, Pacific Gas and Electric Company (PG&E) hereby submits this Response to the applications of Enron Corporation and New Energy Ventures, LLC (jointly, Enron/NEV), dated October 16, 1998, and of Commonwealth Energy Corporation (Commonwealth), dated October 19, 1998, for rehearing of Decision (D.)98-09-070, issued September 18, 1998.  In D.98-09-070, the Commission adopted electric revenue cycle services (RCS) credits to be given by the an electric utility when an energy service provider (ESP), in place of the utility, furnishes metering or billing services to an end-use customer. For the reasons set forth below, PG&E requests the Commission to deny Enron/NEV’s and Commonwealth’s applications for rehearing of D.97-08-090.


the commission does not err in adoptING rcs credits THAT reflect the utilities’ avoided costs.


As stated in D.98-09-070 (p. 11), the Commission’s predecessor decisions (D.97-05-039 and D.98-02-111) “express an intent to establish revenue cycle services credits that reflect savings which actually occur when utility competitors provide revenue cycle services to energy customers.”  In implementing this intent, the Commission in D.98-09-070 adopts RCS credits based on the avoided cost methodology proposed by San Diego Gas & Electric Company (p. 14).  The Commission rejects fully-allocated cost methodologies on the basis that they include costs which cannot be avoided (p. 11), requiring cost shifting to the general body of ratepayers or losses by utility shareholders (p. 26).  Contrary to the claims made by Enron/NEV in its application for rehearing, the Commission did not commit error in adopting RCS credits that reflect the utilities’ avoided costs.


In searching for the kind of error that would justify rehearing, Enron/NEV first points to the text of D.98-09-070 where the Commission says the adopted RCS credits “reasonably reflect the utilities’ costs” (p. 26).  As the Commission makes abundantly clear throughout D.98-09-070 (e.g., Finding of Fact 1 on p. 26), the adopted RCS credits reflect the utilities’ avoided costs.  Enron/NEV attempts to parlay this one textual imprecision into an argument that the adopted RCS credits are in error because they do not reflect the utilities’ costs, when in fact the adopted credits are not supposed to reflect the utilities’ costs: they are supposed to reflect the utilities’ avoided costs.  If the text of D.98-09-070 were corrected to read “reasonably reflect the utilities’ avoided costs,” as the Commission clearly intended, then Enron/NEV’s misleading argument on this point would be exposed as groundless.


Next, Enron/NEV argues that D.98-09-070 is in error in adopting RCS credits that reflect the utilities’ avoided costs, because it is not true that “ESPs are likely to be able to recover their fixed and overhead costs in related markets” (p. 12).  Yet throughout this proceeding the participating ESPs have chosen not to present evidence from their own companies to support such a claim.  The Commission’s conclusion on this issue in D.98-09-070 is not inconsistent with its ruling in D.97-08-056, because in both cases the Commission assumes that a firm that is free to compete in a market (e.g., Enron and NEV in the RCS market, PG&E in the generation supply market) has the opportunity to recover its fixed and overhead costs in related markets.  More fundamentally, Enron/NEV’s argument is misguided because the Commission’s policy is that RCS credits should reflect the utilities’ avoided costs.  Whether a particular ESP can recover any fixed and overhead costs from the RCS market or from related markets is not relevant to the determination of the utilities’ avoided costs.


Last, Enron/NEV asserts that basing RCS credits on the utilities’ avoided costs results in unlawful cost shifting.  To support this claim, Enron/NEV only rehashes its ongoing arguments that higher RCS credits would inflate ESPs’ potential profits and would pressure utilities to cut costs.  This does not amount to justification that D.98-09-070 violates legal prohibitions against cost shifting.


THE COMMISSION does NOT ERR In using the Advice letter process to implement service fees.


PG&E and Southern California Edison Company proposed RCS credits to reflect not only the costs they would avoid when end-use customers choose to have revenue cycle services provided by ESPs, but also the costs they would incur.  While recognizing that these proposed offsets “may reasonably reflect the incremental costs of unbundling revenue cycle services,” the Commission in D.98-09-070 instead allows the utilities to recover these costs in service charges to ESPs (p. 16).  To implement these service fees, the Commission orders the utilities to file advice letters and instructs the Energy Division to conduct a workshop and to prepare a resolution for Commission consideration (p. 29).  In compliance, PG&E filed Advice 1811-E on October 7, the Energy Division conducted a publicly noticed workshop on October 16, and as a result of the workshop PG&E filed Advice 1811-E-A on October 21 to supplement Advice 1811-E.  Protests to the utilities’ advice letters are due November 10, and replies to the protests are due November 16, with a Commission resolution expected by December 17 in order to have the service fees go into effect the same time as the RCS credits, on January 1, 1999.


Enron/NEV and Commonwealth claim that in D.98-09-070 the Commission commits error in using the advice letter process to set service fees, since there will be insufficient opportunity for parties to be heard.  This claim of procedural defect is without merit for two reasons: first, parties have had ample opportunity in the evidentiary phase of this proceeding to explore and contest the calculation of the offsets which form the basis for the service fees; and second, parties have further opportunities in the advice letter phase to be heard on the calculation of the service fees through participation in the workshop and the filing of protests.  There is no lack of due process in the Commission’s approach.


Enron/NEV also makes the substantive argument that the utilities’ proposed service fees are “anti-competitive” in that they are not “comparable” to the adopted RCS credits.This argument belongs in a protest to the utilities’ service fee advice letters, not in an application for rehearing of D.98-0-070  In D.98-09-070, the Commission allows the utilities to recover in service charges to ESPs ( instead of in offsets to RCS credits ( the incremental costs of unbundling revenue cycle services (p. 16).  Thus the Commission establishes the comparability of RCS credits and service fees: the just-adopted RCS credits do reflect the utilities’ incremental avoided costs, and the to-be-adopted service fees will reflect the utilities’ incremental incurred costs�.  Enron/NEV’s argument actually supports this principle (as does PG&E), but contends that the service fees proposed in the utilities’ advice letters do not adequately follow this principle.  For example, Enron/NEV cites the fact that PG&E’s billing credit to a dual commodity customer is less than the service fee to an ESP.  However, RCS credits reflect the incremental costs avoided while service fees reflect the incremental costs incurred, and there is no good reason why the latter necessarily should turn out to be equal to or less than the former (see PG&E Phase II Reply Brief, footnote 2 on page 16).  The reality is that, given the rules requiring PG&E to support direct access and related ESP activities, having an ESP perform a revenue cycle service in PG&E’s place sometimes will cost PG&E more than it saves.   This does not constitute a valid argument that the Commission commits error in D.98-09-070.


In support of its argument on this issue, Enron/NEV attaches a “Comparison Of RCS Credits Vs. RCS Credit Fees”  to make the Commission “aware of  the facts on comparability.” Actually, Enron/NEV’s comparison table is untimely and misleading.  First, the comparison table compares RCS credits with services fees for meter services and meter reading from Schedule E-ESP (which have been adopted by the Commission on an interim basis),  not with the service fees PG&E proposed in Advice 1811-E-A.  If Enron/NEV wanted to argue that RCS credits were somehow inconsistent with the service fees in schedule E-ESP, it had the opportunity to do so during the hearings in this proceeding but chose not to do so.  Second, the fees and credits shown simply are not comparable.  For example, the comparison table shows that for Meter Reading the PG&E residential “DA Credit” is $.21 while the “UDC Charge” is $27.44.  However, the credit is for the avoided cost of reading a simple kwh meter found at most residences, while the charge is for an interval meter read by modem for a large customer.  The appropriate comparison with the $27.44 charge actually is the E-19/E-20 nonfirm credit of $35.95.  Similarly for Meter Ownership, Enron/NEV compares the residential credit of $.09 with a charge of $17.17, when in fact the credit is for the avoided cost of a simple kwh meter and the charge is for an expensive direct access meter which most residential customers are not expected to own.  Such an evidentiary presentation does not belong in an application for rehearing. 


Commonwealth makes the further argument that the advice letter process is inappropriate for deciding the issue of  “cost allocation” for implementing revenue cycle services.  In making this argument, Commonwealth misstates what is being decided in the advice letter process.  All that is being decided is the level of service fees reflecting incremental costs incurred by the utilities when an end-use customer  chooses to have the revenue cycle service furnished by an ESP.  With the exception of these variable costs, the Commission is not deciding here the extent to which ESPs, RCS customers, ratepayers generally, or utility shareholders should be liable for the costs of implementing revenue cycle services (D.98-09-070, p. 6).  Contrary to Commonwealth’s assertion, PG&E’s proposed service fees do not include any “start-up costs,”  which belong in the Section 376 proceeding and are to be borne by ratepayers generally.  The service fees reflect only ongoing costs that are directly attributable to ESPs on an incremental basis.  Since the advice letter process is not being used to decide RCS implementation “cost allocation,”  Commonwealth’s objection to such use is misguided.  


To the extent Commonwealth is saying that the Commission commits error in D.98-09-070 in determining that utilities should collect their incremental costs incurred as a result of RCS choice from ESPs rather than from RCS customers (or not collect them at all), then Commonwealth fails to provide any support for the proposition that the Commission’s determination is unlawful.� 


What Enron/NEV and Commonwealth have in common in making these claims is their self interest.  As ESPs, they will benefit if service fees to be charged to them are delayed past January 1, 1999 (as they surely would be if the advice letter process is replaced by applications), or if they are borne by others (RCS customers, ratepayers generally, or utility shareholders).  The Commission is taking a lawful and reasonable approach ( both procedurally and substantively ( in deciding that the erstwhile RCS credit offsets should be charged to ESPs in the form of service fees and that the advice letter process be used to set the level of those fees to become effective at the same time as the RCS credits. 


The commission does not ERr In ORDERING RECONSIDERATION of the RCS CREDIT methodology after the TRANsition period.


In D.98-09-070 the Commission orders the utilities to include in their January 15, 1999 applications for ratemaking during the post-transition period proposals to unbundle revenue cycle services and price them at long-run marginal costs or some reasonable proxy (pp. 29-30).  Enron/NEV urges the Commission to provide for long-run marginal cost pricing of RCS credits prior to the end of the transition period.  While Enron/NEV evidently wishes the Commission would change its RCS credit methodology before the end of the transition period, it provides no reason to conclude that the Commission commits error in not doing so.  As the Commission states in D.98-09-070 (pp. 20-21):  “We do not intend to revisit the methodology adopted here in the near future.  While the parties may dispute its relevance, it is fair and recognizes all avoidable costs in the near to medium term.  Accordingly, we intend to retain the method through the transition period.”  Enron/NEV provides no basis for rehearing this conclusion.


THE COMMISSION DOES NOT ERR IN USING THE PARTIAL ESP CONSOLIDATED BILLING CREDITS FOR FULL ESP CONSOLIDATED BILLING.


In the Phase I decision in this proceeding, the Commission directed the utilities to modify their systems to accommodate both partial ESP consolidated billing and full ESP consolidated billing, in case the Commission in Phase II were to order separate credits for these two segments of the Billing and Payment RCS credit category (D.98-07-032, p. 10).  In Phase II, parties in their testimony and briefs addressed the issue of whether to segment the credit in this way.�  In D.98-09-070, the Commission directs the utilities not to segment but “to use the credits of partial consolidated billing for full consolidated billing services” (p. 18).


Commonwealth requests a rehearing to determine the proper credits for full consolidated ESP billing on the basis that full ESP consolidated billing should merit an RCS credit amount higher than the RCS credit amount for partial  ESP consolidated billing.  In other words, Commonwealth now is asking the Commission to reverse its conclusion in D.98-09-070 not to segment along this line.  Yet Commonwealth provides nothing more in support of its application for rehearing than the kind of cost arguments that were made in Phase II.  Commonwealth in effect is re-arguing an issue that was not decided to its liking, rather than alerting the Commission to an error as Rule 86.1 requires.


CONCLUSION


For the reasons set forth above, PG&E requests the Commission to deny Enron/NEV’s and Commonwealth’s applications for rehearing of D.97-08-090.  
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� 	Enron/NEV notes Commissioner Conlon’s comment regarding the comparability issue at the oral argument held September 14, 1998:  “…I still think there is some analogy there that needs to be in sync on both sides, on the credit that the customer gets and the charge that the ESP is pa[ying]”  (Tr. 1498).  However, Enron/NEV neglects to mention the exchange on this subject between Commissioner Conlon and PG&E counsel that followed soon after (Tr. 1507-1508):


COMMISSIONER CONLON:  What about the comments I made earlier on the symmetry, do you see any arguments there?                 MR. NIVEN:  Yeah.  I generally agree with Mr. Weissman.  The consistency that there should be between the Direct Access fees and the RCS credits is they both should be based on incremental cost.  There are some Direct Access fees in place now on an interim basis and you haven’t had that proceeding yet, but when we do, when PG&E files an application for the Direct Access fees, we will file on the same basis that we filed for the RCS credits, namely an incremental cost basis for the credits.                                                                                   COMMISSIONER CONLON:  That’s really all I’m saying that there be symmetry and you are saying there will be.                                             MR. NIVEN:  There will be in principle.  To the extent that the incremental costs of the Direct Access service are not the same as the what we might call de[cre]mental cost[, i]ncremental cost of avoided cost for RCS services, that means there won’t be actual identical dollars and cents amounts.  But there would be consistency in the approach.  In fact, at one point there was some thought that the Direct Access proceeding might move quickly enough that we would consolidate it with this RCS credits proceeding.  That didn’t happen.  But if it had, we would have been confident that the approach we were taking in both areas was methodologically identical.                                    COMMISSIONER CONLON:  That’s very helpful. …


� 	In particular, Commonwealth’s statement that the Commission’s objective is “to assure market entry by competitors” into the RCS market is a distortion of the clear language of D.98-09-070.  The full sentence in D.98-09-070 (p. 12) from which Commonwealth’s excerpt is taken reads as follows:  “In revenue cycle services markets, however, we are not convinced that prices must be set at fully-allocated costs in order to assure market entry by competitors.”  Commonwealth’s misuse of its quoted phrase should not confuse the true objective of the Commission expressed  in D.96-10-064 (p. 13 ) and restated in D.98-09-070 (p. 2) that “competition in metering and billing is not a goal in itself but a means to achieve effective competition in generation markets.”


� 	PG&E’s position was that the Commission at a minimum should acknowledge the problems with creating a separate credit for full ESP consolidated billing, and that a more cautious approach would be for the Commission not to approve a separate credit at this time (PG&E Phase II Reply Brief, pp. 30-31).
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